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11, FCONCMIC EFFFCTS

fe Effects on the Intemal Economy of China

‘There iz very little evidencs of tho Eovean war's offect tu the
Chinese ecomomy. Tho halsnce of evidence mp of the £irst of April 1951
indicates that offosts which can definitely be isolated have boen emell.

Commniot Cbina at the beginning of the Komqn war had emberked
on a progyew of morgaﬁmmg the Tesocurces of the conmtzy (&) Lo compleio
the cemsolidation of power in the China aerea and {b) to x%a-?;m ths
preductive capacity of industries considered importent in Cmmmﬁ.nﬁ: planniog.
Thoeo prograns by June 1950 alveady involved a large stesding omy, the
mabilizatien of a lexge proporticn af the labor forcs on govermment projecta,
and a hsavy bax 'tmrden on both ruml and urban sectors of the econumy.
These govermient activities were apparsetly being continued in the flireh
quarter of 1950. | , VH _

In -Tl.me 1950 Cozmminist China was(alrea(@ in o state of limited war.
Itm ports were parbial}l.y blockadsd by b}ationaliat foross and 1?3 amios wors
proparing -- et leest ostensibly ~- for the lmvasicz of Taiwan,& and wers
engaged in "liboreting” Tibet. A limited smbaxgo om trade with tho West
vas in a:éf@et. At the same tims, world cconomic coe.aimm were becaming
tigl‘rt’er due to inoreapsd Fast-Weost tension. Many prioes in worm markets -
in Eongmong in partim].a'ﬂ' .- haa. begun to riso before tho Korean conflict
‘b@gan. It thexofore seems that many of the chenges in tlm cconony of China
during the past ten months have In part been trends predictable before the

Eorean conflict.
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During the period from June 1950 to April 1950, dumestic pricas in
genoral, sven in Antung and Kirin = oities very close to ths Eorean border - ({,%/
have shovn anly gradusl riges. Xacliang in Har‘bin rose by about 10 pexcent ‘;\\}5’& '
in the period fram October to April, Wut been oll in Antung end ell other W
Manchurisn cities fell. Xy way of comperison, in Teiwan vholegale prices
have rigen 25 percent since October. Manciuxdan and Chinese prioces were
stable during the poriod that the exchange rato betwsen Mancimrien and Chiness
Yuan remained constant since the summer of 1950. The two currenciss were
unified at this ratio {10 to 1? in April 1931.

Moot prices in Shanghal, vwhich are availgble 1n dotall, do not §hw
tremondous rises. Cost of living items (grains, coal, been oil, ngax-, and
cotton cloth) foll during the period fram July %o Deceabor Wt Toss by ebout

10 percent duxing the ﬁrat -quarter of 1951. Congumer nececsities bad not

: 'machedpeakmoprimbythaondd!nmmsl. Sugar imported from Teiwan

2611 1n price during the firet guarter of the year.

The effect of the ‘bloolmd.a, TS trade nntrictim, and gensrally risinr
world pﬁeoa'wan to Do scen in tho prices of goocds imported to Ohina. Carbon
dlack in Shanghai roee steadily in 1950 so that by Harch 1951 it oont the
producer of rubber goods 10 times as much as it had in Dgomber 1949, Raw
cotton, caua_tic poda, most chomloaly and p}moaui_sioah, and mopt machinery
roEo m a niﬁhr tat less repid fanhim. Howvever, tho_prlcen of carta;n
commodities such au dyes; Tav rubber, electric supplies, scme chomicals, end
copper tubing, apparently ctopped rising and sems, inoluding sulfur black
and glycerin, actually foll in price during the first quarter of 195L. Theso

| drops in
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drops in prioo wero probably dus to the greatly increased imports of thase
icemg during the last gquarter or 1950. Hhila‘ ths rigos iu prioe; Mofleocted
inoreases IR import cost as mich as actual shortages, prlceg of thore ot~
modities in Bhenghal 414 not rise as rapidly os those in Hongkong.
Pricos of Certain Items in the S8hanghal Market
| (3 thousands)

Dec 31 ¥axr 31 Jun 19 septso Dec %0 Mar 31
19%9 1950 1950 1950 1950 1951

US dollar notes 18,5 39.9 3.2 29.5 26.3 20.8
3‘11791' (1013&1' 00133 . ll-.O z‘oo 800 8.0 10.0 1205
Parity deposit unit 3.0 6.1 5.2 k.9 5.0 93.0
Rice (172 1be.) , 130.0 270.0 230.0 210,0 213.0 194.0
8oy beans (50 kz.) a.a. 158,0 125.0 15.0 15,0 10k.0
sugar {50 kz.) , 370.0 367.0 430.0 900.0 770.0 570.0
" Raw cotton {36.5 kg.) 115.0 170.0 183.5 183.5 .200.0 22k.0
Coppex tube (k3.) v 12.0 17.0 30.0 2.0 60,0 60.0
Caustic soda (30 1m.) 160.0 120.0  132.0 0 275.0 3’@0
. Oarban bdlaek (1.875 1b) 7.5 28.0 7, 72.0  90.0 160.0
Sulfur dblack 3.2 3.0 3T 252.9 6.5 5.8
Biaycls tire and tude : gk.0 160,0  154.0 mh,0 234.0 256.0
Raw. rubber (kz) 8.6 12,0 28.5 .5 5.0 L5
Canndian nswaprint {ream) %20 2050 215.0 285.0 m.a. 40,0

In gonoral, the torms of trade tuimed furthsr sgainst China as the Korsan
war advanced. In Eongkms by Maroh 1950 prices of imports such as cotton and
mubbey had doubled. Caustic soda troblsd and irom and steel increased to xi;early
Zive times thelir p:‘ioog at the bagimning of the Korean war, while tung oil,

o major Chinese export, rose only 60 percent above its price in June 1950 in “he
Hongzkong merket. ,tﬁuch;of thig increase had started beforw ths outbreal of
hoatilities. | .

These tramendous price xises intenslfied the offecte of ths war on

foxolgn trads. Doth the value and the quantity of China’s foreign trade

increassi trermwmndonely
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inoreased tremendously during the latter halfl of 1950. In particular Imports
of. cotion surged upward during the third quarter and mbbar,-ohalioala, and,
tron end stesl products throughout the seccnd helf. Howsver, gubsequent to
_tho mwitim of lt:'lmcnt omtrola by the Unitod. States anl other countries,
inolnding Hemgkong, mthavinterdmﬁﬂtheqmtityufilporbltom
declined. - Honglong ’s trade vi‘bh China, in 'ml.?a toxnp, increascd eteadlly
through Hovember, dropped slightly in Devembor, Teached Yecord heights ia
Jemuary, tut has apparently declined since then. IFailing suitetlo price
indices it is impossidle to oonvbi'b this trade to 2 "real” base, tut it
appears that in actuality the volume of Hongkong®s exports to Cammnigt China,
in Doocambsr was not mach more than in that of Juns. All mbaéquent riges Lave
been more than ocunterbalonced by precipitous price inoreases, particularly
in goods formexly su:ppliad. by the US,

During 1950 China spent apprcn:ma'beh'ﬂs $300 m11lion on importe to
the non-Boviet world and recelved over UB $1400 as export receipts. Imports
comprised mainly 400,000 bales of ootton, over 75,000 tons of zew xubber,
and 300,000 tons of iron and ateel. The few quantitative data avallable for
1951 indicate a fairly shaxp decline in 'bho first months of the ysar. Cotton
shipments tor 1951-52 have not yet begun, rubber exporbs fran Malaya are now
controlled, and controls In iron apd Iteel ,hava fmoa prioes up rapid]:y
Howsvor, with ths exosption of petroleun and military end-use items, the Chinese
Cammuniste continned to have acoens to foreign sources of supply.

On tho domestic side thore was little negative effect on cutput of
either infustyy or agriculture. Injustrial cutput inoveased mpidly during
1950 and appears to have reached practicable capacity in certain industries by

7 the end
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the ond of the year. Bovever, gools for 1951 indicate only moderato
inoreasen in both industry and agriculture axe e:pecbed this year.

| The major changoe in these mectors of the economy was the divomion
of incrensing amounts of the output to govermment ends. Thus toxtils, m'b‘ber,
and paper mills were producing under govexmment contract for the amxy and
_thepmpagandapmgmm '.l'homaro constant Xeports of increasing rursl
‘ba.xatiqn in Comunigt Ghj.na, ut cmrbimﬂng Toports of cconcyy drives indicate
that revenmues were not gdoguate for Chinese Commmigt Party plans. Ooapemtime;
conferences of iniustry, and state trading fixms kept fimm control over thut
 part of the economy meeting non-government nscds.

The Koroon war seenms to have had little effact on the: mr-ell food -
gituation m Chino, Whils the Ccmmunists vwere not abz.e to eliminnte i’amina R
and 'a second gra:ln levy proved necessary in Manomria, the shortage wam
sufficiently under control that the Cammmnistie exported Mancimrian foodstuffs
ahrond. Prssmbly such exports could not have bsen made unless minivm
Chinsso Commmnist t1oops requiremento had boen met.

The menpover pool from which both war and reccnstruction effort mmst bo
drevn 18 in actuality quite emall, decsuse of the inadequacy of the trensporta-
tlon nétvork in China. Scme areas of Manchuria end Horth China have been
stripped of nale population by both Naticnalist and cm&m\ recauiting -- one
roport suggsats that in a restricted area of Horxth China there are ten women
of woriing ege for every mle. In Manciuria thers haa been a seascaal labor
nhortagé mat by migration fxom North China pince the early twemtios. In
part to mest this shortege and to meet the demands for trensport workers the
Cammnist govermment has intensified propoganda efforts to get woneR into the
fieldn, and has had to.luae mgular troops to aupp;.emnt hazr'vegt labor. Thare

| ' is littls
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1o little ovidence that voluntary migmtion to Manclmyis has besn encoureged,
aud oonmeript labor reportedly is working on larze scale conatructicn vhere
+ho voriers can be closely supervised. Wmmsn in 'bbth Monchuria and Horbh.
China have by tradition worked in the fields. The chronic shortoge of
akillad workers end techniclans has in part been met by the importation of
Rusalan techniclans end by an intensified tmining program. The Korean wax
nag probobly Peduced this supply only by slight amounts.

Tronsportation proved the major bottleneck affected by the Korwan war.
tonslderable Tesonrces vere oxpanded to increase the capaclty snd coverege
of the inadequate rail network, and the bighway progrem stressed military
needs., ¥Nilitary airflields in many areas were under -conrtmot:}on. The main
‘shortages were transportation equipment, fuels and lubricants, rather than
sracks, roeds, ond canals. Southeto-North movemsnts on the railronds caused ‘
temporory tle-<ups in railrvad txaffic during the spring of 1550 and, reportedly,
a ghortoge of reilrcad cars in South China. ‘utcmotive equipment has been
converted to charcoal, shipping hns been converted frem fuel oil to coal ond
suortagss of lubricants have 'boqn reported in the ruilroads. Tho requirements
For traasport,labor, ond carts in Manchuria, would -« if continued into the
spring snd summer of 1951 e~ yeduce the amount of labor available for
Manchurien sgriculture, and consequently the ewops of 1951.

Since no budget figures have been released for 1951 ond since theve
wos 1ittle svidence cu the amount of rescurces used for reccnetruction by ths
governmeat in the past it is impossible to evaluate the effects of the Korvsn
%mr on oconaric development. It seems algo certain, howaver, that m_:nt
rehabilitetion work,except in those flelds suchk as dyke construction, and the

bullding of
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building of alrfields and roads -- which requirs cnly the investment of
1lsbor -« has beon 'bfaughh to 2 slowdown approaching a halt. Further re-
habilitation of Menchurian and Chinese industry probebly reculres the
Importation of pover gensrating facilities end machinery to replace the
wodorn squipment removed or destroyed immediately follewing VeJ Day. The
citlen of China proper have already felt the nsed for this electric pover.
Exports of this type of gools 1s already controlled in most arees of the
Hest.

It 18 aiffioult to predict the future of any econcny as fimly under
the arbitrary coutrol of the govermment as that of China. If present trends
continne and hostilities of present magnitude also oontimue, 1% is probable
tnat there will be a gradual rise in prices of all industricl goods ocaused
7y the sharply increasing price of imports. As a consequence the mobilization
of yurel surplnsses will become move difficoult, and tex will increasingly
waplace trade as a BOUTCe of urban agr&cu}mxal mnsa. Becavse of present
stocks of rav materials believed to exist, ond because of the ozpacted.'
increases in ocutput of certain motericls == partioularly rev cotton -«
1pdustrial output as a whole is not 1ikely to be greatly reduced in 'bho next
Lo monthé, glthough gome industries may fe0e shorteges of ohénica?.a,
\oinstrtal Iubrloants, and Teplacemeut parts. Agriculturol output, o the
other hand, will probably increase because of the extensive repair and
cenetruction of i¥rigation end flood control works.

B. Rusien Economio M4

There is no evidence of the extent of chenge in Raseian economioc aid

gince the begiuning of the Korean war.
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